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CAPITAL GAINS 


am opposed toa capital gains tax. A tax of this sort is not necessarily a 
| part of the income tax structure. For example, there is no such tax in Can- 

ada. I believe that our economy in the United States would be stronger and 
would progress more rapidly without it. 


My greatest objection to the capital gains tax is that ina large percentage 
of cases it is levied where there is really no capital gain. If a person invested 
$10,000 in 1948, today, in order to secure the same purchasing power, he 
would have to receive $12,000 for his investment. The $2,000 which the In- 
ternal Revenue Service claims as capital gain is merely a greater number of 
smaller dollars representing the original amount invested. If we use this 
hypothetical investment as a sample, the probability is that the $2,000 of so- 
called capital gain would be taxed at a 25% rate, or a capital gains tax of $500. 
If the capital gains tax of $500 is subtracted from the $12,000, the $11,500 left 
is about 4% less in purchasing power than the amount invested 10 years ago. 
Our hypothetical investor has paid a $500 capital gains tax to come up witha 
loss of principal of 4%. 


Any investment in the period ahead which does not increase at a rate fast- 
er than the loss in purchasing power will share this same experience. 


My second objection to the capital gains tax is that it reduces the mobility 
of capital and freezes many investments. An investor in the stock market who, 
let us say, has a paper profit at the present time of 25% above his original in- 
vestment, may hesitate to sell because 25% of his so-called profit will immed- 
iately be subtracted, and he may doubt whether he can find some alternate use 


for his money, paying a high enough return to compensate for the reduction in 
his principal. 


I have always been a great bel‘ever in the freedom of the market as the 
most powerful factor in controlling our economy. If investors are allowed to 
buy and sell freely, taking t* ‘. risks of loss or gain, this factor of itself will 
reduce the price swings in the markei. Whenever an investor believes that an 
item is underpriced he will buy. Whenever he believes it is overpriced he will 
sell, and a large group of persons constantly trying to make a profit will keep 
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the market from getting very far out of line on either side of normal value at 
the time. In 1929, the excesses of the market were not due to investors but 
were due primarily to the tremendous number of shares bought on very slim 
margins, expanding demand among ill-informed speculators to the point where 
the market went through the ceiling and later through the floor when these 
loans were called. 


My third reason for being opposed to a capital gains tax is that the great 
need in any expanding economy is for risk capital. This last Congress was so 
convinced of the need for risk capital that it passed the Small Business Invest- 
ment Act of 1958 setting up finance companies to finance what amounts to 
equity investments in small businesses, partly at the taxpayers’ expense. A 
small business is defined in this legislation in such a way that it includes the 
great majority of all firms. 


Equity financing should not be done at the taxpayers’ expense. The small 
business loan provision realizes that great risk does exist in this type of fi- 
nancing, and tries to compensate for the risk by various tax advantages. Many 
of the banks of the United States are being forced against their better judgment 
to participate in this plan, and I have yet to find a banker who believes that the 
plan is fundamentally sound. 


It would be far better to allow complete flexibility in the investment and re- 
investment of funds by the individual, allowing him to select those companies 


which, in his opinion, merit his confidence. If his judgment is inerror, he 
will lose a part of his principal, but the taxpayer will bear no part of his loss. 
If his judgment is good, he will make a profit, and his profit can be realized 
without penalty at any time he thinks it has reached its maximum. 


I have said many times in these reports that if we play a “heads I win, tails 
you lose” game with the Government -- where if there is a profit we keep the 
profit and if a loss the taxpayer pays the loss -- all kinds of il!-advised plans 
will be foisted on the taxpayer. There is then no chance of limiting the in- 
crease in Government expenditures and in Government debt, with its resulting 
effect on the value of the dollar. 


In my opinion, the losses which will be experienced under the new plan for 
financing small business enterprises will be great if the plan is used. Iam 
sure it will be used by many ill-advised groups who would like to expand their 
activities. 


If sound business judgment is used as the basis for lending money to the 
small concerns, the money is now available without setting up new methods 
and new sources. This whole idea smacks of the same political philosophy 
which believes that if informed investors will not buy low-interest mortgages 
at par, the solution is for Fannie Mae to buy them at par at Government ex- 
pense. Any Government expenditure seems to be justified if it increases the 
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business volume of some particular group, in spite of the fact that the tax- 
payers are not willing to pay the cost. The unbalanced budget which has re- 
sulted in 24 of the last 29 years levies a tax no less real than the tax collected 
directly by the Internal Revenue Service. Every time that currency and credit 
is inflated to take care of unbalanced budgets a part of the value of all bonds, 
savings accounts, mortgages, Social Security payments, pension funds, life 


insurance payments, and other dollar obligations is confiscated by the Gov- 
ernment. 


The fourth reason I am opposed to a capital gains tax is that in the past the 
capital gains tax has yielded highly variable amounts as a source of Federal 
revenue. During periods of rising capital values the tax may produce tremen- 
dous dollar revenue resulting from the fictitious capital gains brought about by 
inflation. On the other hand, after a persistent decline of capital values at the 
end of a boom period, realized capital losses may far outweigh capital gains 
and the gains tax may produce a negative amount. 





For instance, in 1928 the Federal capital gains tax on individuals produced 
slightly more than half a billion dollars. This was almost as much as the tax 
on current income at that time, as Federal income tax rates then were still 
low. On the other hand, in 1931 the deductions for capital losses under the 
capital gains provision resulted in a net reduction in Federal revenue of $89 
million from the $335 million which would otherwise have been paid on current 
income if these losses had not been deductible. Inconsistent and erratic move- 
ments in revenue yields make attempts at budget balancing difficult and help to 
further endanger the Government’s credit position. 


A great part of our difficulty in our economic thinking is ignoring the con- 
sumer. In the costly and unwise agricultural program which we have been fol- 
lowing since New Deal days we have maintained the prices of farm products 
above world prices in order to benefit the farmer. As aresult we have lost 
many of our foreign markets, and the consumer in the United States has had to 
pay higher prices for farm products than he would otherwise have paid. In 
addition he has been taxed to pay the billions of dollars of subsidy which this 
program has paid to the farmer. By reducing the income available for the pur- 
chase of food and by increasing its price the consumer pays double indemnity. 


The capital gains tax also hurts the consumer. Anything limiting the ac- 
cumulation and free flow of capital into the industries which need it most ham- 
pers the production of consumer goods and increases the price of the goods 
that are produced. Anything that wastes capital, like unwise investments under 
the provisions of the Small Business Investment Act, retards the progress 
which otherwise would be made if investments were made solely on the basis of 
sound business judgment. 


In a country where the population is increasing as rapidly as it is in the 
United States it is essential that new employment possibilities be created rap- 











543 














idly enough to absorb the increase in the number of persons seeking employ- 
ment. In many lines of business it requires an average capital investment of 
$5,000 to $10,000 per employee, and anything limiting the free flow of capital 
to those industries that need it most will prevent greater employment. 


We never seem to learn that relatively few panaceas cure the disease for 
which they are prescribed. They generally treat the symptom rather than the 
cause. It is difficult for some Congressmen and politicians to realize that the 
profit motive is the greatest incentive to our enterprise system, allowing the 
man who can build a better mousetrap a profit on his endeavor. If the profit is 
great, the supply of mousetraps will increase faster than the supply of mice, 
and the price of mousetraps will drop. However, the man who endeavors to 
develop a useful business finds that the incentives for success have been weak- 
ened by his less competent Government-subsidized competitor. He therefore 
suffers twice, once from unfair competition and again from increased taxes 
used to subsidize his less efficient competitors. He becomes discouraged and 
no longer puts forth the effort necessary for the success of his project. 














